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1. Introduction

On November 19, 2025, the 46th Civil Division of the Tokyo District Court (the “Tokyo District Court” or
“Court”) issued a judgment (the "Judgment”) holding a Content Delivery Network ("CDN") operator liable
for damages for providing CDN services to the operator of piracy websites on which Japanese manga works

were posted without authorization.

The Judgment is significant in practice as it affirmed tort liability under Article 719, Paragraph 2 of the Civil
Code, finding that the CDN operator—as a provider of internet infrastructure—had “"aided and abetted”
copyright infringement (specifically, infringement of the right of publication) by the operator of the piracy

websites.

Furthermore, the Judgment provides a detailed analysis regarding the applicability of the liability
exemption under the Act on the Limitation of Liability for Damages of Specified Telecommunications
Service Providers and the Right to Demand Disclosure of Identification Information of the Sender (the
“Provider Liability Limitation Act”). This ruling is expected to have a considerable impact on the future

practices of CDN operators and similar entities.

This newsletter provides an overview of the Judgment. However, it is important to note that, according to
a news article published by Bengo4.com News on December 4, 2025, the defendant appealed the Judgment
to the Intellectual Property High Court (the “IP High Court’).? Therefore, the Judgment is not final and

binding, and the outcome of the appeal warrants close attention.

2. Background
(1) Parties and the Works at Issue

The plaintiffs are major Japanese publishers: KADOKAWA CORPORATION, Kodansha Ltd., Shueisha Inc., and
Shogakukan Inc. (collectively, the “Plaintiffs”). The defendant is Cloudflare, Inc. (the “Defendant”), a U.S.
corporation that provided CDN services (the “Defendant’s Services”) to the operator (the “Operator”) of
the piracy websites (the "Websites").

The works at issue are manga titles for which the Plaintiffs respectively hold the rights of publication:
“Banished from the Hero’s Party, | Decided to Live a Quiet Life in the Countryside,” "Attack on Titan,” "ONE
PIECE,” and "Kengan Omega" (collectively, the “Works").

In this case, digital files of the Works (the "Content”) were uploaded to the Websites without the Plaintiffs’
authorization and made available for viewing by end users.

2 https://www.bengo4.com/c_18/n 19709/
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(2) Mechanism of CDN Services

The Defendant’s Services operated as follows:
When an end user made a request for the Content, the process differed depending on the caching status:

0} If a cache (a temporarily saved file) of the Content did not exist on one of the Defendant's servers
which was geographically close to the end user, the Defendant’s server would retrieve the
Content from the Operator’s server (the “Origin Server”) and transmit it to the end user ("Host-

based Delivery”); whereas

(i) If a cache of the Content (which had been retrieved previously) existed on the Defendant'’s server,
the Defendant’s server would transmit that cache (the “Cached Data”) to the end user without

newly retrieving the Content from the Origin Server ("Cache-based Delivery”).

(3) Main Issues

The main issues in this case were as follows:
(i) Issue 1: Existence of International Jurisdiction

Whether the Japanese courts have international jurisdiction over this lawsuit (under Article 3-3 of the Code
of Civil Procedure), given that the Defendant's servers are located not only in Japan but worldwide.

(i) Issue 2: Subject of Automatic Public Transmission

Whether the Defendant itself bears liability for direct copyright infringement (infringement of the right of
publication) regarding the distribution of the Content (both Host-based and Cache-based Delivery).

Specifically, the issue is whether the Defendant constitutes the “subject” of automatic public transmission
(defined under Article 2, Paragraph 1, Item 9-5 of the Copyright Act as transmission intended for direct
reception by the public, performed automatically in response to a request from the public).

(iii) Issue 3: Aiding and Abetting (Tort Liability)

Even if the Defendant itself is not the principal actor (subject) of the automatic public transmission, the
issue is whether the provision of the Defendant's Services constitutes “aiding and abetting” the copyright

(right of publication) infringement by the Operator (under Article 719, Paragraph 2 of the Civil Code).

(iv) Issue 4: Applicability of Exemption under the Provider Liability Limitation Act

Given that the Defendant falls under the definition of a “relevant service provider,” the issue is whether the



exemption from liability under Article 3, Paragraph 1 of the Provider Liability Limitation Act applies.
Specifically, the question is whether the Defendant can be held liable for tort on the grounds that the

following requirements are met:

v" There are reasonable grounds to find that the Defendant could have known the infringement of the

rights of others (Item 2 of the same Paragraph); and

v' It is technically possible for the Defendant to take measures to prevent the transmission of the

infringing information to unspecified persons (the main clause of the same Paragraph).

Article 3, Paragraph 1 of the Provider Liability Limitation Act

When the rights of others are infringed by the distribution of information via specified telecommunications,
a specified telecommunications service provider using specified telecommunications facilities for such
telecommunications (hereinafter, the “relevant service provider”) shall not be liable for any damages
caused thereby, unless: (a) it is technically possible for the relevant service provider to take measures to
prevent the transmission of the infringing information to unspecified persons; and (b) the case falls under
any of the following items (provided, however, that this shall not apply where the relevant service provider

is the sender of the infringing information).
(omitted)
(i) When the relevant service provider knew of the distribution of the information via such specified

telecommunications, and there are reasonable grounds to find that the relevant service provider could

have known that the rights of others were infringed by such distribution.

(v) Issue 5: Calculation of Damages

Regarding the calculation of damages:

v" Reasonable Royalty Rate: How the “reasonable royalty rate” should be determined when applying
Article 114, Paragraph 3 of the Copyright Act (calculation based on an amount equivalent to a licensing

fee); and

v' Deduction of Author Royalties: Whether the royalties that the publisher is obligated to pay to the

author should be deducted from the calculated damages.
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3. The Court’s Judgment

While the Tokyo District Court dismissed the Plaintiffs’ primary claim (alleging that the Defendant was
directly liable for copyright infringement as the principal actor of the public transmission), it upheld the
subsidiary claim (alleging tort liability for aiding and abetting). The Court ordered the Defendant to pay a
total of approximately JPY 500 million in damages.

In this regard, it should be noted that the Plaintiffs had only filed a partial claim for damages (i.e., seeking
only a portion of the total damages). However, the Court actually calculated that the total amount of
damages incurred by the Plaintiffs was approximately JPY 3.6 billion.

The Court's findings on the main issues are summarized below.
(1) Issue 1: International Jurisdiction

The Tokyo District Court held that, to affirm Japan’s international jurisdiction under Article 3-3, Item 8 of
the Code of Civil Procedure (i.e., since Japan was the place where the tort occurred in this case), “it is
sufficient if it is proven that there is an objective factual basis to find that the Plaintiffs had incurred
damages in respect of its rights or interests due to an act performed by the defendant in Japan, or that the
Plaintiffs had incurred damages in Japan in respect of its rights or interests due to an act performed by the
defendant.” Based on this standard, the Court affirmed Japan’s jurisdiction, finding that the result of the
copyright (right of publication) infringement occurred in Japan because the Content was automatically
publicly transmitted from the Defendant's servers to end users located in Japan.

(2) Issue 2: Subject of Public Transmission

Relying on the Maneki TV Supreme Court Judgment (Supreme Court, 3rd Petty Bench, Judgment of January
18, 2011, Minshu Vol. 65, No. 1, p. 121), the Tokyo District Court held that the subject of automatic public
transmission is “the person who performs the act of creating a state where the apparatus can automatically
transmit information in response to a request from a recipient.” Specifically, the Court held that the person
who inputs the Content into the Defendant’s server (in Host-based Delivery) or records the Cached Data
onto the Defendant's server (in Cache-based Delivery) constitutes the subject of the automatic public

transmission.

Based on this premise, the Court determined that since such input and recording were effectuated by the
Operator recording the Content on the Origin Server and configuring the Defendant’s Services, “the subject
of the automatic public transmission in Host-based Delivery and Cache-based Delivery was not the
Defendant but the Operator.” Consequently, the Court rejected the Plaintiffs’ argument that the Defendant
itself was the subject of direct copyright (right of publication) infringement.

11



(3) Issue 3: Aiding and Abetting (Tort Liability)

On the other hand, the Tokyo District Court found that the Defendant’s Services “enabled the Operator to
transmit the Cached Data from the Defendant’s servers, which are distributed in large numbers,” and noted
that the cache hit rate (the ratio of Cache-based Delivery relative to the total number of requests) reached
95% to 99%. The Court recognized that “the Operator was able to efficiently distribute a large volume of
content through the Defendant’s Services.”

In addition, the Court pointed out that the Defendant’s Services provided a function to conceal the IP
address of the Origin Server (reverse proxy). Furthermore, since it was inferred that the Defendant did not
perform identity verification procedures, the Court noted that the Operator “was able to perform such
efficient distribution while securing strong anonymity.”

In conclusion, the Court ruled that the Defendant “facilitated the infringement of the Plaintiffs’ rights of
publication by the Operator, and this constitutes an act of aiding and abetting the infringement of the
Plaintiffs’ rights of publication by the Operator.”

Regarding the Defendant's negligence—a requirement for tort liability—the Court found that the
Defendant could have ceased providing its services one month after receiving the copyright infringement
notice based on the U.S. Digital Millennium Copyright Act (DMCA) (the “Notice”) sent by the Plaintiffs. The
Court determined that "the Defendant bore a duty to stop providing the Defendant’s Services at that point,
but failed to do so.”

(4) Issue 4: Applicability of Exemption under the Provider Liability Limitation
Act

The Tokyo District Court held that the exemption under the Provider Liability Limitation Act did not apply

to the Defendant for the following reasons.

(i) Reasonable grounds to find that the Defendant could have known that the infringement of the
rights of others (Item 2 of the same Paragraph)

The Tokyo District Court found that the Defendant could have recognized that it was conducting an act of
copyright (right of publication) infringement based on the Notice. Although the Defendant argued that the
Notice was deficient and that determining the illegality of the Websites was difficult, the Court noted that
the Websites contained descriptions such as “Raw — Free,” where “raw” refers to a digital file of a manga
work in its original Japanese language. The Court judged that since “it is ordinarily inconceivable that
reproduction data of such a large number of manga titles would be distributed to end users for free,” it
was “apparent at a glance” that the Websites were piracy websites. Therefore, the Court concluded that the
Defendant “could have known that the rights of others under the Copyright Act (right of public
transmission) were being infringed had it exercised ordinary care.”
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(ii) Technical possibility of taking measures to prevent transmission to unspecified persons (main
clause of the same Paragraph)

The Defendant argued that deleting caches on a content-by-content basis was technically difficult and that
stopping the entirety of the Defendant's Services would be an excessive measure. However, while
acknowledging that “if the provision of the Defendant’s Services is stopped, distribution via the Defendant's
Services would be stopped not only for the Content (4 titles) but also for other content exceeding 4,000
titles on the Websites,” the Tokyo District Court held that it is difficult to conceive that the rights holders’
permissions had been obtained for such other content.

The Court stated that “piracy websites attract more traffic by distributing a large amount of content, and
as a result, the volume of access increases compared to distributing titles individually.” Therefore, the Court
ruled that “the distribution of content other than the specific Content promotes the infringement of the
rights of publication regarding the Content... and it cannot be said that [stopping the Defendant’s Services]
would stop the distribution of completely unrelated information.”

Furthermore, the Court pointed out that even if the Defendant’s Services were stopped, the Operator would
not be prevented from distributing content directly from the Origin Server, and thus “it cannot be said that
this unreasonably restricts the Operator’s freedom of expression.” In conclusion, the Court determined that
“stopping the provision of the Defendant’s Services was a necessary measure to prevent the infringement
of the Plaintiffs’ rights of publication by Host-based Delivery and Cache-based Delivery, and thus
constitutes a measure that is 'technically possible.”

(5) Issue 5: Calculation of Damages

Applying Article 114, Paragraph 3 of the Copyright Act, the Tokyo District Court calculated damages based
on the distribution fee per episode charged on the Plaintiffs’ authorized distribution sites. A notable aspect
of the calculation was the determination of the “reasonable royalty rate.” The Court reasoned that, given
that the content was viewable for free on pirated sites without copy protection, “it is inconceivable that the
Plaintiffs would license the distribution of the Content to the Operator at a royalty rate equivalent to that
in a licensing agreement with a legitimate e-book distributor.” Accordingly, the Court determined the
reasonable royalty rate to be 80%.

Additionally, the Defendant argued that the copyright royalties payable by the publishers to the authors

should be deducted from the damages. However, the Court rejected this argument, holding that there is

no legal basis to deduct such amounts from damages for infringement of the right of publication.
4. Comments
(1) Legal Liability of CDN Operators

This Judgment is of great significance as it recognized that CDN operators providing infrastructure support

to piracy websites can be liable for tortious aiding and abetting in certain cases. This suggests that the
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Tokyo District Court squarely addressed the reality that functions provided by CDN operators—such as
“efficiency of distribution by caching” and "anonymization of the origin server"—promote large-scale rights
infringements by piracy websites that are otherwise difficult to uncover.

Conventionally, CDN operators have argued that they act as “mere conduits.” However, this Judgment
indicates that if their services are used for obvious rights infringement (such as by piracy websites), they
may bear an obligation to take measures to suspend services once they could have known of the
infringement through notice or other means.

(2) Scope of Measures to Prevent Transmission

Furthermore, the Judgment provides a detailed analysis regarding the interpretation of “technically
possible” measures under the Provider Liability Limitation Act. The Defendant argued that blocking specific
infringing content is technically difficult and that suspending services at the domain level would be an
excessive measure. However, focusing on the specific nature of piracy websites, the Tokyo District Court
determined that even if the distribution of the entire website is stopped, such a measure remains within

the "necessary limits” for preventing infringement.

This judgment implies that CDN operators may find it difficult to justify hesitating to suspend services for
clearly illegal piracy websites on the grounds that “the partial deletion of content is impossible.” As such,
this ruling is expected to serve as an important precedent for future rights enforcement practices.

(3) Impact on Practice

Following this Judgment, infrastructure providers such as CDN operators may need to review their internal
processes for responding to infringement notices from rights holders. In particular, delaying a response
due to minor deficiencies in a notice, or failing to take action on the grounds that addressing specific

infringing content is difficult, may significantly increase the risk of liability for damages.

In addition, the fact that the Court utilized a high royalty rate (80%) and ordered substantial compensation
may serve as a powerful deterrent against piracy. For rights holders, even where identifying the operator
of a piracy website is difficult, suing infrastructure providers for service suspension or damages is likely to

become a crucial avenue in future anti-piracy strategies.
(4) Application of Article 47-4 of the Copyright Act (2018 Amendment)

It is also worth noting that, in addition to the main issues mentioned above, the Judgment provided a
specific ruling on the interpretation of Article 47-4, Paragraph 1 of the Copyright Act, which was introduced
in the 2018 amendment. This provision permits, as a limitation on rights (or an “exception”), the “incidental
use” of works necessary for smoothly and efficiently processing data on a computer—such as cache storage
by a person engaged in the business of providing automatic public transmission apparatuses (Item 2 of

the same Paragraph).
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The Defendant argued that its Cache-based Delivery was lawful under this provision. However, the Tokyo
District Court held that while the internal recording of Cached Data on the Defendant's server might fall
under the exception of Item 2, the Cache-based Delivery (the automatic public transmission of the Cached
Data itself) constitutes an act of “independent use of the work” intended to allow end users to read the
manga, and therefore does not qualify as “incidental use” associated with the recording process.

Furthermore, the Court concluded that since Cache-based Delivery allowed end users to read manga for
free—and, given the lack of identity verification procedures, was performed under circumstances where “it
was virtually impossible to collect consideration from the Operator"—it falls under the proviso of the article
where such use “would unreasonably prejudice the interests of the copyright owner.” Consequently, the

Court ruled that the exemption did not apply.

As noted at the outset, the Defendant appealed the Judgment to the IP High Court. Therefore, this
Judgment is not final and binding, and the outcome of the appeal warrants close monitoring.
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IBHAEEKRTH D,
v 2013 F 11 BlR BEMRED Face Up IZFD B CHERT 1 DBMAZRAIBUZETH %,
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v WEPRRE. BEEREETIERARFAICSVWTIZEDOU TR D 1427y 7 IR DZE O &R
DENTHDEFRLTLN D,

v 2013F 11 B 19H~2018F 6 B 25 HETHBAL T\ 2[Face Up I & SO BMDESRIE. [JT1 X7V T Ik
it BIMANHEELTND

CDESC FHHFFIE HERRENTZOU T EMICSVWTFRSERRAEFERLTVLEEDD, 2013 F 10 B~11
BENSHHTZITIART7Y TIEM ClIEHERM 1 ZRALTHY. ZORBEERM 1 ZHERAL TV EBELEL
oo ETz FHIFRIE HEET 1 LAOEREHAL TLEWSBEDEIRIC DUV TIE, TNEETT DH9HRERIL
B BERR 1 UADEBEHAL TV EIFHERRA 1 DBMAZFEFIELIEZREKT DEDTIE RV ERA,
WEDFRZEDRHFEATUE,

(2) REICEUIEERR

FMTIEVFEPE 102 5% 118 1 SRUR 2 SICED<EERDEENERINTVET,

FFEPA 102 52 11/ 1 SICED<EBEROHEEICEL T BHIFRIE, MERR 1 DBMARBRRERCEODSERHBEZ
EULFERUTZ,

Kz KT EADFHHER D DK ERD—ER D TH DB EDIRERDHEEN HRICRY RUTz. CDRITDL
T BHIFRIE TR OFEEIE O DR MDD —ER ORI RVHEETH > TEH FEHEBIC L 2R EMDIRTEIC L
TIRSNBBRAFEDLEENFFEE DRKFIRERDCENBR EHEIND EHIRLE Uz, CNIXHERIRDE
HIBI (5570 2 £ 2 A 28 B¥IR Fpk 31 F(F) 56 10003 5 (ERHEM) ) DHIREFRBETHDEEZOSNTT Bl
Tl&. A BRADFHEHT DN REHMOIRTICLDHEDETICTEMU TV D LENZ RN E LT, BREDOHE
D55 ENBRINDEHMILE L,

Kz BHIFRIE REDRERR 1 OBEDDIRGRENZEB T EERELE U AT MEARZDERSE P
HOmDFEEEIEA T EROBED 2 EICIIHFHEEDIRT T 2 ENTETRNETDHBLH D HIMTLE LT,

KA 102 5% 118 2 SICED<HEICOVTIX EHHFAIL REBICHUTEENICEDSNDINTHRLERE DR
HERIER LY BFEERDNI THDEMAR FFERE 102 & 4 BAEDH D LWHDBIBETLITLOEZAMNRHAINT
WET,

K TIE FABAICED<BEERETCHERINTOVET, BHIFTIL AMEFHE 1 ORBICRIBEDHEGERKIC
I AREEUTHRERZHILE LU,

7. XEH

AEIE, 2018 FDIREFIR 2025 FOHIRE T, REAICHDEZFENMTONE U WESHERL T RmDIRYN
RASNT BESICLBIEMDREENEN S [FBASHTIIRVIRR T HESICL DHMOBAX (FEAICRET
SEEN R (AH/NN DTy b BES DREREIC L DFFEFHRICHA S AME D CHE. B IC L DBRER
HWERMmOEMABRER. HEAREDNERRICH T TR KEBESDA—ILF) N SBEIN. BERNEHNN
TLERT,

HEHICL SR ER U IEEEE OB ISHIRICIEEN TLRVEDD (B H | FIRXICL D & REFREE
FDEMICKDBAREESZAELE 23 RICEIT<KBRICEIUAFURZLSTT, ). [REICKDHMYUIEVGEHINER
UIEEEEM TN ERBENONE T, Kz, REBICOIEVERZ MG U HH T OFMEERUFHRERIEES
BRAVEDTHZHEBNONET,

A RETADIGINE#GERICH T EHEEIC K DIHNERUIEEEEI O ICEFIFTDRENEE R U
MDEUHELT SEILBRDEDERDNET,

Uk
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1. Introduction

This is a case where a claim was made based on patent infringement, trade secret infringement, and a
violation of the Unfair Competition Prevention Act, with respect to sutures for use in surgical procedures.

(1) Parties
The parties to this case are as follows:

i. The Plaintiff is a Korean medical equipment manufacturer who owns patents No. 5981674
(hereinafter referred to as "Patent 1") and No. 6410980 (hereinafter referred to as "Patent 2,"
and together with Patent 1, the "Patents"), which relate to sutures for use in surgical procedures.

il. The Defendant is Shoyukai (hereinafter referred to as "Defendant Shoyukai"), a Japanese
medical corporation, its Representative Director (hereinafter referred to as "Defendant Y1"), wife
of Defendant Y1 (hereinafter referred to as "Defendant Y2"), who is a Director of Shoyukai, and
a doctor (hereinafter referred to as "Defendant Y3"), who is a member of the hospital managed
by Defendant Shoyukai (hereinafter referred to as the "Defendant’s Clinic," and the Defendant's
Clinic and the doctors who belong to each clinic are sometimes collectively referred to as
"Defendant Shoyukai").

(2) Summary of the Case

The Defendant imported and used products related to sutures used for cosmetic surgery. The Plaintiff
alleged that among two types of suture products imported or used by the Defendant, one type was within
the technical scope of Patent 1 and Patent 2 (hereinafter referred to as "Defendant’s Product 1"), and the
other type was within the technical scope of Patent 2 (hereinafter referred to as "Defendant’s Product 2"
and together with Defendant's Product 1, the "Defendant’'s Products"). Therefore, the import and use of
the Defendant's Products by the Defendant infringed the Patent Rights, and it sought injunctive relief

against the Defendant’s import and use of the Defendant’s Products, and damages, etc.

Furthermore, the Plaintiff claimed that the disclosure or use of the Plaintiff's trade secrets by doctors
belonging to Defendant Shoyukai to a third party violated the confidentiality obligations under the
agreement between the Plaintiff and Defendant Shoyukai (hereinafter referred to as the "Agreement") and
constituted unfair competition under the Unfair Competition Prevention Act (Article 2, Paragraph 1, Item 7
and Item 9 of the Unfair Competition Prevention Act). In addition, the Plaintiff sought the injunctive relief
of the use of the confidential information by the Defendant, and sought damages for breach of the
obligations under the Agreement and pursuant to Article 4 of the Unfair Competition Prevention Act.

Damages were also claimed against Defendant Y1 and Defendant Y2 based on the damage compensation

claim against the directors of a medical corporation (Article 48, Paragraph 1 and Article 49 of the Medical
Care Act).
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With regard to these claims by the Plaintiff, the court ordered the Defendant to pay a total of approximately
JPY 7 billion in damages.

(3) Conclusion of the Judgment

The judgment ordered the suspension of the import and use of Defendant's Product 1 by Defendant
Shoyukai and Defendant Y3, and the destruction of such product. The judgment also ordered Defendant
Shoyukai, Defendant Y1, and Defendant Y2 to pay JPY 4,824,730,566 in damages for infringement of the
Patent Rights, and JPY 2,116,109,319 in damages for breach of contract and violation of the Unfair
Competition Prevention Act. In addition, the court ordered the suspension of face lifting treatment using
Plaintiff's confidential information against Defendant Y3.

(4) Significance of the Judgment

In this case, the court awarded a large amount of damages, approximately JPY 7 billion in total®. Although
the specific calculation of the damages is unknown, it appears to have been characterized by the parties’
proof activities and the court's findings on the infringement argument, which was a premise for damages.

2. Issues

A wide range of issues were disputed in this case. This article will explain three noteworthy rulings: the
issues concerning the patent infringement (identification of the infringing product; (1) below), the issues
concerning the breach of contract and unfair competition (leakage of confidential information; (2) below),
and the issues concerning damages ((3) below).

(1) Issues concerning the Patent Infringement (specific argument)

i.  The composition of Defendant's Product 1
The Plaintiff made the following arguments:

e  The composition of Defendant's Product 1 was identified by a description in a pamphlet
(hereinafter referred to as the "Pamphlet") prepared by Eye-Lens Pte Ltd and a figure
included in the description of Patent Application No. 2016-517766 (hereinafter, the
"Figure").

e The description in the Pamphlet corresponds to the treatment by Defendant Shoyukai in
terms of content and names, and the Pamphlet includes the Figure included in the

3 According to a survey by the Japan Patent Office (“JPO") in 2017, the median amount of damages awarded in patent lawsuits
between January 2007 and November 2017 was JPY 23.8 million (“Towards an Appropriate Assessment of Damages in Patent
Infringement,” the 2017 JPO Survey Report on Industrial Property System Issues, p. 105).

( https://warp.ndl.go.jp/web/20190307124540/http://www.jpo.go.jp/resources/report/sonota/document/zaisanken-

seidomondai/2017 11 zentai.pdf)). In 2025, the Intellectual Property High Court's Judgment that ordered Sawai Pharmaceutical and

Fuso Pharmaceutical to pay Toray approximately JPY 14.3 billion and JPY 7.5 billion, respectively, attracted attention (JPO High Court
Judgment May 27, 2025, 2021 (Ne) No. 10037). This case is yet another example of larger damages being awarded than in the past.
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description of Patent Application No. 2016-517766. Furthermore, the composition shown
in the Figure is consistent with the diagram in the notebook seized during the search
procedures by Seoul Customs.

e  Since the Defendant refused the order to present the items to be inspected, the court
should determine the composition as alleged by the Plaintiff pursuant to Article 232,
Paragraph 1, Article 223, and Article 224 of the Code of Civil Procedure.

The Defendant argued that actual suture support does not exist and that it was impossible to
identify the composition of Defendant’s Product 1 from the products seized during the customs
search.

i.  Furthermore, the composition of Defendant’s Product 2 was also disputedG.
(2) Issues Concerning the Breach of Contract and Unfair Competition

i. Defendant Shoyukai's leakage of confidential information
The Plaintiff made the following arguments:

e  The Plaintiff disclosed its product and trade secrets concerning its product (hereinafter
referred to as the "Information") to Defendant Shoyukai based on an agreement
concluded with Defendant Shoyukai.

e  Defendant Shoyukai contracted a person C to manufacture counterfeit products of the
Plaintiff's product, and fraudulently disclosed and leaked the Information.

The Defendant argued that confidential information was not disclosed by the Plaintiff and that
Person C had manufactured the product based on a careful review of the basic patent application
of the Plaintiff.

ii.  Characteristic of Trade Secret
The Plaintiff argued that the Information was handled as secret and was not in the public domain.
The Defendant denied that the Information was handled as secret and argued that it was in the
public domain by the basic application for Patent 1.

iii.  Use or Disclosure of the Information for the Purpose of Usury, in Bad Faith or with Gross Negligence
The Plaintiff argued that there were the purposes of gain or harm, or malicious or gross negligence
for the use and disclosure of the Information by the Defendant, but the Defendant disputed this

argument.

iv.  Defendant Shoyukai and Defendant Y3's retention of the Documents in which Information
Disclosed by the Plaintiff was Recorded
The Plaintiff argued that the Defendant possessed documents in which the Information disclosed
by the Plaintiff was recorded, but the Defendant disputed this argument.

v.  Termination of the Agreement between the Plaintiff and Defendant Shoyukai due to Expiration

6 As the court ruled that Defendant’s Product 2 did not infringe the rights of Patent 2, the description of the judgment regarding

the identification of Defendant’s Product 2 has been omitted.
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The Plaintiff argued that the Plaintiff and Defendant Shoyukai had agreed, either orally or by
implication, that the Agreement would be renewed for an indefinite period, but the Defendant
disputed this argument.

(3) Issues Concerning Damages

i.  Products Imported or Used by Defendant Shoyukai
The Plaintiff made the following arguments:
e Doctors at the Defendant's Clinic imported "Face Up," a product composed of sutures and
other materials, which was Defendant's Product 1.
e  The Plaintiff's product cannot be replaced by any other product.
The Defendant argued that it did not import Defendant's Product 1, and "Face Up" includes several
products including Defendant's Product 2.

ii. Damages suffered by the Plaintiff and the amount thereof
The Plaintiff made the arguments as follows:

e Damages should be estimated based on Article 102, Paragraph 1, Items 1 and 2 of the
Patent Act. Damages corresponding to Article 102, Paragraph 1 of the Patent Act should
be assessed for the wrongful disclosure of trade secrets.

e Invention 1 (referring to an invention pertaining to Patent 1) is an invention of sutures.
Since sutures and suture support are essential components of Defendant’s Product 1, the
contribution ratio of Invention 1 is no less than 50%.

e  The Plaintiff has the capacity to practice, the invention and no grounds for negating the
damage estimates have been found.

e  Since without the infringement of the rights of Patent 1, the Defendant would not have
been able to make profit unless it purchased the Plaintiff's product from the Plaintiff, a
causal relationship was found.

The Defendant argued that it imported products other than the Defendant's Product 1, and
therefore the total import quantity should not be counted as Defendant's Product 1.

3. Summary of the Court's Decision
With regard to each of the issues above, the court reached the following decisions.

(1) Issues Regarding Patent Infringement (Identification of Infringing
Product)

e  Defendant Shoyukai imported and used the products, the composition of which are specified by
the Figure and Patent Application No. 2016-517766 (i.e., Defendant’'s Product 1).

(2) Issues Regarding Breach of Contract and Unfair Competition

i. Defendant Shoyukai's Leakage of Confidential Information
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It is considered that the Information was provided to Defendant Shoyukai by the Plaintiff
through technical guidance, etc.

It is presumed that Defendant Shoyukai provided Company CS with the Plaintiff's Product
in order for it to manufacture parts of Defendant's Product 1.

It is presumed that Defendant Shoyukai disclosed the Plaintiff's products and/or the
Information to Person C by around October 2013.

ii. Other Issues

The nature of the Information as a trade secret and the use or disclosure of the
Information for the purposes of gain or harm, or for malicious or gross negligence was
admitted.

The Agreement was entered into on June 21, 2012, for a term of one year, and after the
expiration of its initial term, the Agreement was renewed with a term of one year. However,
considering that the transactions between the Plaintiff and Defendant Shoyukai ceased
around October 2013, it was admitted that the Agreement was not renewed a second
time and continued in effect until June 21, 2014.

(3) Issues Concerning Damages

i.  Products Imported or Used by Defendant Shoyukai

Defendant Shoyukai used the Plaintiff's products for the “Yume-no Lift" treatment that
was commenced by around November 2012.

Defendant Shoyukai began to conduct “Face Up” treatment using the Defendant's
Product 1 from around October to around November 2013. However, there was still a
possibility that the Defendant used a product other than the Defendant's Product 1.

ii. The Plaintiff's Loss and the Amount Thereof

v

Estimation Based on Article 102, Paragraph 1, Iltem 1 of the Patent Act
The number of products was calculated based on the records concerning the
importation of the Defendant's Products.
Even in the case where the feature of invention is only a part of the product, it is virtually
presumed that all of the marginal profit obtained by the patent rights holder from sales
of the product constitutes the patent rights holder's loss of profit. However, since the
profit from the Plaintiff's product is generated together with the materials used in an
actual operation, presumption should be negated for 50%.
The Plaintiff has the ability to sell the Plaintiff's product for the number of sold units of
the Defendant's Product 1.
The importation and use of the Plaintiff's product and the Defendant's Product 1 by
Defendant Shoyukai has been influenced by the sales efforts of Defendant Shoyukai,
and it is suggested that there are products which compete with the Plaintiff's product
and the Defendant's Product 1. Therefore, the circumstances that the Plaintiff is not
able to sell the products (Article 102, Paragraph 1, Item 1 of the Patent Act) can be
admitted, and the amount which corresponds to the circumstances accounts for 20%
of the total number.

29



\

The total amount of damages suffered by the Plaintiff is estimated to be JPY
4,279,140,193 based on Paragraph 1, Item 1 of the Patent Act.

e  Estimation based on Article 102, Paragraph 1, Item 2 of the Patent Act
v The royalty rate for infringers a posteriori is higher than the normal royalty rate. In view
of the trend of royalty rates in the technical field to which the invention belongs, the
importance of invention, and the contribution to sales, the royalty rate is 10%.
v The amount of damages of the Plaintiff is estimated to be JPY 106,978,504 in total based
on Article 102, Paragraph 1, Item 2 of the Patent Act.

e  Damages pertaining to an act of disclosure of confidential information

v Since the Plaintiff would have been able to sell the Plaintiff's product if there had been
no disclosure, damages should be calculated in the same manner as damages
pertaining to patent infringement.

v The damages shall be calculated for the period from November 2013, when the
Information was improperly disclosed, to July 2016, during which the Information
became eligible for protection as a trade secret.

v' The amounts calculated in the same manner as prescribed in Article 102, Paragraph 1,
Item 1 of the Patent Act are JPY 1,800,007,681 in total, and those calculated in the same
manner as prescribed in Article 102, Paragraph 1, Item 2 of the Patent Act are JPY
46,920,383 in total.

4. Judgment on the Composition of the Defendant’s Product 1

In the judgment, it was ruled that the Defendant's Product 1 was within the technical scope of the invention.
The composition of the Defendant's Product 1 and whether or not the Defendant imported or used the
Defendant's Product 1 were at issue, and the court found various facts in detail regarding the identification
of the composition of the Defendant's Product 1. In view of the parties' arguments in the judgment, the
actual Defendant’'s Product 1 was not presented, and the composition of Defendant’s Product 1 was
identified by accumulating facts found from evidence.

(1) Key Parties and Timeline

First, the key parties involved in the findings of facts above and the timeline will be summarized.

i. Key Parties Involved

Plaintiff A  Korean company engaged in the research,
development, manufacture and sale of medical supplies,

such as medical sutures and medical instruments.

Defendant Shoyukai A medical corporation that operates the Shinagawa
Cosmetic Surgery Group which provides cosmetic
surgery, etc.

Defendant Y1, Y2, and Y3 Defendant Y1 is the Chairperson of Defendant Shoyukai
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and a physician. Defendant Y2 is a director of Defendant
Shoyukai and is the wife of Defendant Y1. Defendant Y3

is a doctor who belongs to the Defendant'’s Clinic.

Person C

Representative of Company CS.

CS. Inc. ("Company CS")

A Korean company engaging in the business of importing
and exporting medical equipment. The Seoul Customs
investigated the alleged case against Company CS and its
representative, Person C, as suspects and conducted
search procedures of Company CS.

Racer Technology (“Racer”)

Defendant Shoyukai imported sutures through Racer.

| Support Pte Ltd ("l Support”)

A Singapore company established and wholly owned by
Defendant Y2.

Eye-Lens Pte Ltd ("Eye-Lens")

A Singapore company represented by Person B, a
representative of | Support.

Person H

A representative of Ilim Trading, a Korean company that

deals in medical devices and other goods. An

investigation was conducted by Seoul Customs of Person
H and llim Trading.

Dukwoo Medical

A catheter manufacturer requested by Person H to
manufacture the products requested by Person C.

Timeline

June 7, 2012

The Plaintiff presented prototypes of the Plaintiff's
products and materials
Defendant.

introducing them to the

June 21, 2012

The Plaintiff and Defendant Shoyukai entered into
agreements concerning the sale of the Plaintiff's products
and the provision of technical advice and consultation

concerning such products (i.e., the Agreement).

Late June 2012

Defendant Shoyukai adopted treatment using the
Plaintiff's products at the Defendant's Clinic.

2013

February 2013 through October

The Plaintiff's employees and the Defendant exchanged
emails concerning the trade and specifications of the
Plaintiff's products.

Around October 2013

Defendant Shoyukai stopped purchasing the Plaintiff's

products.

Around October 2013

According to Person C's statement for the investigation
by Seoul Customs, a staff member of the Defendant
Shoyukai showed Person C a sample of a cannula and
offered to purchase the same if Person C could produce
it and then Person C approached Person H about

producing it.

From November 2013

After | Support purchased thread from a Korean

31




manufacturer, it began to deliver "Face Up," a product
that replaced the Plaintiff's product, to the Defendant's
Clinic through Racer and Eye-Lens.

October to November 2013

Defendant Shoyukai commenced “Face Up” treatment.

December 7, 2013

An employee of Company CS sent an email to an
employee of | Support concerning the shipment of
sutures and a communication from Defendant Y2.

December 2013

According to Person C's statement for the investigation
by Seoul Customs, Person C requested Dukwoo Medical
through Person H to manufacture cannulas, and began
exporting them.

From November 2013 through
June 2018

An import report concerning the import of sutures from
Racer was submitted by doctors at the Defendant's Clinic.

January 17, 2014

Defendant Shoyukai answered questions from the lawyers
for stitch lift damages of Shinagawa Cosmetic Surgery
that the manufacturer and product names of the thread
used for "Yume-no Lift" were the Plaintiff and the
Plaintiff's products.

February 13, 2014

Seoul Customs investigated the alleged case against
Person C and Company CS and obtained statements, from
Person C, that he and Company CS were involved in
manufacturing and exporting sutures, etc.

February 14, 2014

Seoul Customs investigated Person H and llim Trading
Co,, Ltd., and obtained statements that they had delivered
sutures to Person C.

September 1, 2014

Defendant Shoyukai asserted in the malpractice lawsuit
that the difference between "Yume-no Lift" and “Face Up”

was the difference in threads.

March 7, 2015

Seoul Customs seized and photographed items at
Company CS which were deemed to be reproductions of
suture products using the Plaintiff's patent invention and

a notebook which Person C had been using.

March 13, 2015

A patent application, in which Defendant Y1 is one of the
inventors (No. 2016-517766), was filed by | Support, and
it included the Figure in its specifications.

September 28, 2016

The Plaintiff obtained a pamphlet titled "FACE UP" (the
Pamphlet) regarding the products "Face Up," including
descriptions of the Figure, which Eye-Lens had sent to a
third party.
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(2) Court's Ruling

Next, we will overview the court's findings on the composition of the Defendant's Product 1. Please refer
to the key parties and the timeline described above, if relevant.

With regard to the composition of the Defendant's Product 1, the court found the facts as follows and held
that the Defendant's Product 1 was the product specified by the Figure.

e  From November 2013, after Defendant Shoyukai had ceased transactions with the Plaintiff, it had
imported and used suture materials with the trade name "Face Up" as indicated in the Pamphlet
through Racer, Eye-Lens, and | Support.

e  The names of the sutures imported by the doctors of the Defendant's Clinic also included the
words "Face Up."

e  The Pamphlet stated that only Shinagawa Cosmetic Surgery Group uses "Face Up."

e  The Pamphlet contained a figure included in a specification for a patent application in which
Defendant Y1 is one of inventors (the Figure).

e According to Person C's statement, Defendant Shoyukai imported sutures and other materials
through Company CS, a company managed by Person C. The drawing included in the notebook
confiscated from Company CS and that used by Person C are consistent, and the photographs of
the sutures confiscated were consistent with the Figure.

The court considered the circumstances above and determined that Defendant Shoyukai had imported and
used Defendant's Product 1 (the composition of which is identified by the Figure and the patent
application) through Company CS, Racer, and | Support/ Eye-Lens.

(3) Conclusion

As explained above, in order to identify the composition of Defendant's Product 1, the court found relevant
facts based on evidence such as the Defendant’s emails, import reports prepared by the Defendant, the
Pamphlet, patent applications concerning inventions in which Defendant Y1 was involved, and statements
of persons who were involved in manufacturing and exporting the products imported by the Defendant

without having the actual products.
5. Decision on Leakage of Confidential Information

The judgment found the Defendant’s leakage of confidential information of the Plaintiff, and also awarded
damages based on a violation of the Unfair Competition Prevention Act. With regard to this judgment as
well, the court determined that the leakage of confidential information of the Plaintiff occurred by

accumulating the findings of facts.

First, the court found that the Defendant had received confidential information of the Plaintiff through

technical guidance and the provision of materials prepared by the Plaintiff.
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Second, the court found the following facts concerning the Defendant's disclosure of the Plaintiff's
confidential information (see the table above for the timeline of each event):

e  Person C stated that around October 2013, an employee of the Defendant Shoyukai showed
Person C a sample of a cannula and offered to purchase the same if it could be manufactured,
and Person C approached Person H about manufacturing it. Further, Person C stated that he had
started exporting the cannulas in December 2013.

e  Hstated that it had delivered sutures and other materials to Person C at his request.

e  Defendant Shoyukai imported and used the Defendant's Product 1 from Company CS.

Furthermore, the court stated as follows:

e  Since the Plaintiff's product was only provided to Defendant Shoyukai, it is presumed that it was
provided to Company CS when it was making parts of the Defendant's Product 1.

e Defendant Shoyukai stopped purchasing the Plaintiff's product in October 2013, when it was
actively promoting treatments using the Plaintiff's product, and it appeared to have secured the
supply of alternative products in October 2013.

Based on the findings of facts and judgments described above, the court determined that Defendant
Shoyukai was presumed to have leaked the Plaintiff's product or the Information to Person C around
October 2013. The court rejected the Defendant’s argument that Person C had carefully examined basic
patent applications of the Plaintiff's Patents to manufacture products similar to such products because it
was difficult to believe that Person C could have promptly developed and manufactured Defendant's
Product 1 only by researching the contents of patent applications.

6. Judgment on the Damages Incurred by the Plaintiff

Finally, with respect to damages, the court gathered many facts and determined that the Defendant had
imported and used Defendant’s Product 1.

(1) Products imported and used by Defendant Shoyukai

First, with respect to the occurrence of the damages, the court determined that Defendant's Product 1 was
the product imported and used by Defendant Shoyukai as follows (see the table above for the timeline of

each event).

e  Considering the following facts, the Defendant used the Plaintiff's product in the “Yume-no Lift"
treatment.
v' Following skin lift treatments provided in the past, Defendant Shoyukai started the
“Yume-no Lift" treatment by around November 2012.
v' The description of the "Yume-no Lift" treatment on Defendant Shoyukai's website was
consistent with the composition and treatment method of the Plaintiff's product, and
Defendant Shoyukai itself explains that the sutures used for the “Yume-no Lift"

treatment were the Plaintiff's product.
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e Considering the following facts, Defendant Shoyukai started the “Face Up” treatment from
around October to November 2013 and used Defendant's Product 1.

v" The descriptions regarding the “Face Up” treatment and the “Yume-no Lift" treatment
in Defendant Shoyukai's website as of November 2013 were similar.

v November 2013 was the time when Defendant Shoyukai started importing Defendant’s
Product 1 under the name “Face Up,” etc.

v"In its medical malpractice lawsuit, Defendant Shoyukai argued that the difference
between the "Yume-no Lift" treatment and the “Face Up" treatment was the difference
in sutures.

v" Products with names including “Face Up,” which were purchased from November 19,
2013, to June 25, 2018, had the same name as the “Face Up” treatment.

The court found that although Defendant Shoyukai used the Plaintiff's Product 1 for the “Yume-no Lift"
treatment, it used Defendant’s Product 1 for the “Face Up"” treatment that it started from around October
to November 2013, and continued to use Defendant’s Product 1 thereafter. In addition, with respect to the
Defendant’s argument that it had imported products other than Defendant’'s Product 1, the court did not
find any convincing evidence to support this argument, and stated that the fact that it had imported
products other than Defendant’'s Product 1 did not mean that it had stopped importing Defendant's
Product 1, and did not accept this argument.

(2) Amount of Damages Incurred by the Plaintiff

A claim was made for the presumption of damages based on Article 102, Paragraph 1, Items 1 and 2 of the
Patent Act.

With regard to the presumption of damages based on Article 102, Paragraph 1, Item 1 of the Patent Act,
the court determined the number of infringing products based on records related to the importation of
Defendant's Product 1.

An issue concerning the presumption of damages when the characteristic part of the invention is only a
part of the infringing product was also at issue. Concerning this issue, the court held that even if the feature
of an invention patented was only part of the product, there was a de facto presumption that all the
marginal profits derived from the sale of the product by the patent proprietor constituted the lost profits
of the patent proprietor. This view appears to be consistent with the precedent of the Intellectual Property
High Court (Judgment of February 28, 2020, 2019 (Ne) No. 10003 (Beauty Appliances Case)). The court
ruled that the distinctive features of invention could not be said to have contributed to the total profits

from the sale of the Plaintiff's product, and that 50% of presumption of fact was negated.

In addition, the court also found that the Plaintiff had the ability to sell a number of units of Defendant's
Product 1. Conversely, the court ruled that 20% of the total number of units could not be sold by the holder
of the patent rights, given the sales efforts of Defendant Shoyukai and the existence of competitive

products.

With regard to the presumption based on Article 102, Paragraph 1, Item 2 of the Patent Act, the court
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stated that the rate to be fixed ex post should be higher than the normal royalty rate, and adopted the
concept of so-called infringement premium set forth in Article 102, Paragraph 4 of the Patent Act.

In this case, the Plaintiff also claimed damages under the Unfair Competition Prevention Act. The court
determined the amount of damages should be determined in the same manner as damages for
infringement of the rights of Patent 1.

7. Summary

The trial for the case continued for a long period of time, from the filing of the lawsuit in 2018 to the
judgment in 2025. The actual products used by the Defendant were not shown and the actual practices of
the Defendant were not made clear from the outside. Therefore, circumstances related to the import and
use of the products by the Defendant were found based on various pieces of evidence (such as the
Pampbhlet, specifications relating to patent applications filed by persons related to the Defendant, materials
found by customs, materials relating to the importation of the Defendant’s Products, allegations made by
Defendant Shoyukai in a separate lawsuit, and emails from the Defendant’'s employees) to reach the

conclusion.

Although the details of the collection of evidence and proof activities by the parties were not mentioned
in the judgment (according to the judgment, however, the Plaintiff obtained import reports prepared by
doctors of the Defendant’s Clinic by making an inquiry based on Article 23 of Attorneys Act), it appears
that the Plaintiff persistently collected evidence and carried out proof activities. Furthermore, the court's
management of the case, the trial of which continued for a long period of time, and the detailed findings
of facts appear meaningful.

This case will serve as a reference for the collection of evidence and proof activities by the parties and the

court's management of the case and judgments in cases where it is difficult to prove an infringement.
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1. Introduction

On March 3, 2025, the Second Petty Bench of the Supreme Court rendered judgments in the so-called
“Dwango v. FC2" cases—2023 (Ju) Nos. 14 and 15 (the "First Case”) and 2023 (Ju) No. 2028 (the “Second
Case,” and together with the First Case, the “Cases”), dismissing FC2's appeals (as detailed below).

These judgments are highly significant and far-reaching. While reaffirming the territoriality principle of
patent rights, the Supreme Court clarified a framework under which, even where part of the act of working
crosses national borders in today's increasingly networked and cross-border environment, Japanese patent
infringement may still be found if the act, taken as a whole, can be evaluated as a working “substantially
within the territory of Japan.”

2. Overview of the Cases
(1) Points Common to the First Case and the Second Case

The plaintiff in the Cases is Dwango Co., Ltd. (appellant and respondent in the Supreme Court; “Dwango”).
The defendants are FC2, Inc., a Nevada corporation in the United States, and Homepage System Co., Ltd.,
a Japanese corporation (appellees and appellants, respectively, in the Supreme Court'?: collectively, “FC2").

In the Cases, Dwango sought injunctive relief and damages, alleging infringement of its patent rights by
FC2. Although the patents asserted differ between the two cases, both relate to services that display user-
posted comments in synchronization with video playback, and both are divisional patents derived from the
same original application (Japanese Patent Application No. 2010-267283).

(2) The First Case

In the First Case, Dwango sued on the ground that FC2's act of transmitting, from servers located in the
United States to users in Japan, a program that controls comment display infringed Dwango's Japanese
Patent No. 4734471 (title of invention: “Display Device, Comment Display Method, and Program”).

More specifically, the issue was whether the act of transmitting programs and the like from a U.S.-based
server to terminals located in Japan could, as a whole, constitute "providing through a telecommunications
line"” under Article 2(3)(i) of the Patent Act, and a “transfer” under Article 101(i) thereof.

At first instance (Tokyo District Court judgment of September 19, 2018; Case No. 2016 (Wa) No. 38565), the
court held that FC2's conduct did not work the invention of the patent.11 This was because the conduct
did not fall within the technical scope of the patented invention, and thus the court did not reach the issue
from the territoriality perspective.

10 The appellant in the Supreme Court is only FC2.

" | addition, the Court rejected Dwango's arguments based on the doctrine of equivalents.
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On appeal (Intellectual Property High Court (the “IPHC") judgment of July 20, 2022; Case No. 2018 (Ne) No.
10077; the "First Case IPHC Appeal”), the court found that FC2's conduct worked the patented invention
(i.e., fell within its technical scope).12 With respect to territoriality, the court held that “even if, formally, not
all elements of the act of working a patented invention are completed within the territory of Japan, if,
viewed substantively and as a whole, the act can be evaluated as having been carried out within the territory
of Japan, extending the effect of a Japanese patent right thereto does not contravene the above
territoriality principle.” The court further held that, in determining whether the act constitutes “providing”
under Japanese Patent Law, the following factors should be considered: (i) whether the provision of the
program can be clearly and readily distinguished into parts carried out outside and inside Japan; (ii) whether
control over the provision of the program is performed within Japan; (iii) whether the provision of the
program is directed to customers or the like located within Japan; and (iv) whether the effects of the
patented invention obtained through the provision of the program are manifested within Japan. The court
concluded that where, viewed substantively and as a whole, the act can be evaluated as having been carried
out within Japan, it constitutes “providing” under Japanese Patent Law.

Adopting the same framework for “transfer, etc.” as well, the court found that FC2 infringed the patent.
(3) The Second Case

In the Second Case, Dwango sued on the ground that FC2, by transmitting from servers located in the
United States to users in Japan files and the like in which a program is described, created a system whose
components include users’ terminals located in Japan and FC2's U.S.-based servers, and that such conduct
infringed Dwango's Japanese Patent No. 6526304 (title of invention: “Comment Distribution System”).

More specifically, the issue was whether, for a network-type system consisting of overseas servers and
domestic terminals, the act of delivering files and the like from overseas servers to domestic terminals such
that the terminals receive them and thereby newly create a state in which the system functions could, as a
whole, constitute “production” within Japan under Article 2(3)(i) of the Patent Act.

At first instance (Tokyo District Court judgment of March 24, 2022; Case No. 2019 (Wa) No. 25152), the
court found that FC2's conduct fell within the technical scope of the patent, but from the territoriality
perspective held that “it is necessary that an item satisfying all claim elements of the patented invention
be newly created within Japan,” and concluded that FC2's conduct did not constitute “production” within
Japan.

On appeal (Intellectual Property High Court judgment of May 26, 2023; Case No. 2022 (Ne) No. 10046; the
“Second Case IPHC Appeal,” and together with the First Case IPHC Appeal, the "IPHC Appeals”), the court
held that even where a server, as one component of the system, is located outside Japan, the act constitutes
“production” under Article 2(3)(i) if, taking into account (i) the specific manner of the act and the
functions/roles played in the invention by the system components located in Japan, and (i) the place where

the effects of the invention are obtained through use of the system and the impact of such use on the

12 The Court also rejected FC2's invalidity arguments.
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patentee’s economic interests, among other factors, the act can be regarded as having been carried out
within the territory of Japan. The court then found that FC2 infringed the patent.

(4) Key Issues and the Courts’ Holdings

The key issues in the Cases are as follows. Each is premised on the understanding that the effect of a
Japanese patent right extends only within the territory of Japan (e.g., Supreme Court judgment of
September 26, 2002, Minshu Vol. 56, No. 7, p. 1551).

(i) (First Case) Issue 1: Whether transmitting programs and the like from U.S.-based servers to
terminals located in Japan can, as a whole, constitute “providing through a telecommunications
line” (Patent Act Art. 2(3)(i)) and/or a transfer (Art. 101(i))

The Supreme Court first held that, in today’'s world where cross-border distribution of information via
telecommunications lines has become extremely easy, if “programs and the like are provided within Japan
through transmission from outside Japan via telecommunications lines,” and if the effect of a Japanese
patent right were always denied—and such provision were always deemed not to constitute “providing
through a telecommunications line” (Patent Act Art. 2(3)(i))—merely because the transmission originates
outside Japan, this would be inconsistent with the purpose of the Patent Act, which is aimed at the
development of the industry by protecting and encouraging inventions, including by granting patentees
the exclusive right to work patented inventions as a business. Accordingly, even in such cases, where the
act in question, viewed as a whole, is evaluated as constituting “providing through a telecommunications
line” substantially within Japan, there is no reason to preclude the effect of the Japanese patent right from
extending to that act. The Court further held that the same applies to “transfer, etc.” under Article 101(i) of
the Patent Act.

Applying this to FC2's conduct, the Supreme Court held that the conduct was such as to necessarily bring
about the effects of the program invention, and that there was no special significance, in relation to
bringing about those effects, to the server being located outside Japan. The Court further held that there
were no circumstances suggesting that FC2's conduct would be without economic impact on Dwango as
the patentee. On that basis, the Court found “providing through a telecommunications line” in Japan, and,
by the same logic, also found “providing” (as “transfer, etc.”) in Japan.

(ii) (Second Case) Issue 2: Whether, for a network-type system consisting of overseas servers and
domestic terminals, delivering files and the like from overseas servers to domestic terminals so as
to newly create a state in which the system functions can, as a whole, constitute “production”
within Japan (Patent Act Art. 2(3)(i))

In the Second Case as well, the Supreme Court similarly held that, in today’s world where cross-border
distribution of information via telecommunications lines has become extremely easy, if, with respect to a
system including servers and terminals, part of the acts for constructing the system is carried out from
outside Japan via telecommunications lines and a server that is part of the system is located outside Japan,
and if the effect of a Japanese patent right were always denied—and the acts for constructing the system
were always deemed not to constitute “production” under Article 2(3)(i) of the Patent Act—simply because
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the case involves acts or configurations outside Japan, this would be inconsistent with the purpose of the
Patent Act. Accordingly, even in such cases, where, viewing the acts for constructing the system and the
system thereby constructed as a whole, the acts are evaluated as constituting “production” substantially
within Japan, there is no reason to preclude the effect of the Japanese patent right from extending thereto.

Applying this to FC2's conduct, the Supreme Court held that the construction of the system by FC2's acts
was carried out as part of the information-processing activities involved in providing the services in Japan,
and that, after constituting the system including terminals located in Japan, it necessarily brought about
the effects of the inventions on the terminals located in Japan. The Court further held that there was no
special significance to the server being located outside Japan, and that there were no circumstances
suggesting that the conduct would not have an economic impact on Dwango as the patentee. On that
basis, the Court found “production” in Japan.

3. Comment
(1) Comparison with the IPHC Appeals

In the IPHC Appeals, the factors considered in the First Case and the Second Case differed. Specifically, in
the First Case IPHC Appeal, the factors considered were: (i) whether the provision of the program can be
clearly and readily distinguished into parts outside and inside Japan; (ii) whether control over the provision
of the program is performed within Japan; (iii) whether the provision of the program is directed to
customers or the like located within Japan; and (iv) whether the effects of the patented invention obtained
through the provision of the program are manifested within Japan. In contrast, in the Second Case, the
factors considered were: (i) the specific manner of the act and the functions/roles played in the invention
by the system components located in Japan; and (ii) the place where the effects of the invention are

obtained through use of the system and the impact of such use on the patentee’s economic interests.

By contrast, in the Cases, the courts examined, in each case, whether the server being located outside Japan
had any special significance, and whether there were circumstances suggesting no economic impact on
the patentee.

This suggests an intent to treat the factors for assessing territoriality for “providing through a

telecommunications line” or “transfer” and for “production” not as different factors but as common factors.
On the other hand, the Cases do not expressly refer to the specific factors listed in the IPHC Appeals, and,
as discussed below, relying only on the two factors highlighted by the Supreme Court raises concerns about
predictability.

(2) “No circumstances suggesting no economic impact”

In each of the Cases, the Supreme Court stated that there were no circumstances suggesting that the
patentee would not be economically impacted. However, it is entirely unclear what kinds of circumstances
would suffice to conclude that there is “no economic impact.”
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One possible criterion for economic impact is whether the implementer derives revenue from the
implementation. For network-related inventions implemented through programs and systems, revenue
models can include not only direct fees but also broader monetization methods such as advertising revenue
from displaying ads.

If so, where access from Japan exists, it may be difficult to say that there is “no economic impact” in
substance.

(3) Predictability for Business Operators

In both Cases, the Supreme Court did not expressly address the factors considered by the IPHC. Instead, it
merely identified that (i) the server being located outside Japan has no particular significance and (ii) there
are no circumstances suggesting the lack of economic impact.

Treating the “server location” as a factor suggests that physical location should still be considered even in
today’'s world where cross-border distribution of information through telecommunications lines is
extremely easy, at least in relation to network-related inventions; however, it remains questionable whether
server location has substantive significance.

Moreover, as discussed in (2) above, determining that there is "no economic impact” is inherently difficult.

Accordingly, it cannot be ruled out that Japanese patent infringement could be found merely because a
service is accessible from Japan via the internet. In an extreme example, if a party in South America provided
a comment-distribution system similar to that in these Cases, and that system were accessible from Japan
and carried advertisements, it could not necessarily be said that there would be “no economic impact.”
Further, in relation to the relevant patent, there would remain a risk that the provision of the system would

be deemed to have substantially occurred within Japan.

However, precisely because we live in an era in which cross-border information through
telecommunications lines has become extremely easy, it is undesirable to increase the risk that overseas
businesses may be found to have infringed Japanese patent rights unintentionally.

To address this, the factors considered in the First Case IPHC Appeal, such as whether the provision of the
program is directed to customers located in Japan and whether the effects of the patented invention are
manifested within Japan, may be relevant. However, it is unclear how the Supreme Court treated those
factors.

In light of the foregoing, it would be desirable for courts to further clarify what factors will be considered

when determining infringement.
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